











PRICE AND WAGE CONTROLS 


IFTEEN hundred and forty-nine years agoa price and wage freeze similar to 
fF the one advocated by Bernard Baruch was put into operation in Rome by the 

Emperor Diocletian. Other controls were already in existence. The govern- 
ment bureaucracy told each farmer the number of acres he could plant, and told 
each employer the maximum hours for the employment of labor. There was ration- 
ing, rent control, and even a department fixing prices for the “rent for a laden ass, 
per mile.” In the edict issued A.D. 301 the prices of almost 800 commodities were 
listed. It reads like many of the NRA and OPA directives. Among the items listed 
were “millet, ground,” and “millet, unground;” “olive oil, first quality,” and “olive 
oil, second quality;” “gcose, artificially fed,” and “goose, not artificially fed; ” 
“cabbages, best,” and “cabbages, small;” “washed Tarentine wool” and “washed 
Laodicean wool.” The legal wages for all occupations including common laborers, 
barbers, wagon-makers, elementary teachers, teachers of Latin and Greek, dancing 
teachers, and lawyers were specified. The Edict of Diocletian, however, was not 
quite up to date from the standpoint of contemporary English practice, as no attempt 
was made to set the price of physicians. 


The price and wage freeze was so complete and final that it was engraved on 
stone tablets which were set up in the market places for the guidance of the public. 
The penalty for violation was death or deportation. 


During the initial period of these edicts Rome flourished; its population increased 
as many bureaus, clerks and coordinators were necessarily employed at the tax- 
payers’ expense to enforce these regulations. A contemporary wrote with disgusted 
exaggeration that half the men of the Empire were on the government payroll. It 
was only a short time, however, until black markets flourished. The government 
then cracked down on the “profiteers, ” and the black m: aS almost entirely 
elimin ..ed but production was stopped. Absenteeism became common with labor, 
merc. ants closed their stores, competition disappeared, farmers ceased to work 
their land, and eventually the law was repealed from necessity. However, this 
was not done until every effort had been made to increase the autocratic powers 
of the government, with the excuse in each case that additional delegation of authority 
was necessary for the common good. The Roman Senate lost practically all of its 
power, and Diocletian became one of the absolute monarchs of history. In an ef- 
fort to arouse concerted enthusiasms for his controls and “reforms” he decided to 
rejuvenate the ancient Roman religious beliefs and to stamp out all divergent opin- 
ions. During the latter part of his reign some of the greatest persecutions of the 
Christians took place. 
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A planned economy can brook no opposition. It always starts with the excuse 
of bettering the lot of the individual and it ends by an attempi at absolute control, 
with the harshest penalties for opposition or criticism. 


Had Diocletian’s attempt to freeze wages and salaries been the first or the only 
attempt, we might be excused for trying a similar remedy today. This was neither 
the first nor the last attempt. More than 2500 years before the time of Diocletian, 
two centuries before the Code of Hammurabi, a legal code was written containing 
price control sections listing prices for all of the common commodities in use at 
that time. * 


In China, 9 years after the birth of Christ, almost 1500 years before Columbus 
discovered America, Wang Mang became emperor and immediately started substi- 
tuting social experiments and executive directives in place of the automatic con- 
trols of the market place. A price control program was initiated and the govern- 
ment agreed to buy excess crops in good years to store in government granaries 
for sale in bad years. The land was nationalized and redistributed; the govern- 
ment took over the manufacture of salt, wine and iron, the control of mines and of 
other natural resources, and set up a “Reconstruction Finance Corporation” to make 
loans to business for productive enterprise at moderate rates of interest. These 
experiments failed so dismally that Wang Mang was finally assassinated in the 
year A.D. 23. 


Medieval and modern history is full of examples of attempts to prevent infla- 
tion by the freezing of prices and wages. There are many illustrations which could 
be given in the history of France, Germany, England and Spain, but all attempts 
eventually ended in failure, either through evasion and black markets or through the 
loss of activity in manufacturing or commerce. It is always easy, for instance, to 
set the price of a particular crop at a high level, but the resulting surplus cannot 
be distributed in world markets as it is above the world price. The United States 
has lost almost all of its foreign cotton markets by attempting to keep the price of 
cotton above its natural level. On the other hand, to hold a price below a level 
which will provide an incentive to the producer will result in reduced production 
and in black market activities, particularly on the part of marginal high-cost pro- 
ducers 





The fundamental reason why prices and wages rise is that demand exceeds 
supply. Demand exceeds supply because more money and credit is available for 
the purchase of goods and services than is warranted by the supply of goods and 
services. It is impossible to increase the amount of money and credit in the United 

States as we have since 1933 without having prices and wages increase by a pro- 
| portionate amount. The best control of prices and wages would leave prices and 
wages free to fluctuate as they will, but would call a halt to the rapid increases of 
money and credit that we have been experiencing. We cannot continue to operate 
| with unbalanced budgets in the United States and keep credit from expanding. We 
must first reduce all unnecessary government expenditures; second, stop encour- 
aging loose credit by government guarantees of one sort or another; and third, in- 
crease taxation by a sufficient amount to provide a balanced budget. If these steps 





*The Code of Bilalama, King of Eshnunna, a kingdom on the east bank of the Tigris 
River. 
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are followed, price and wage controls would be unnecessary; if they are not fol- 
lowed, price and wage controls will fail in that they will create black markets, 
reduction of output and eventual price rises, after the so-called emergency is 
over, which will bring back the natural relationship between money and credit and 
goods and services. 


As we said at the beginning of the period of price controls in World War I, 
government controls can delay but cannot prevent price rises.* Prices today are 
probably no higher than they would have been had we had no price control legislation 
whatever during World War II, with the exception of the rents on older residences 
in cities where rent control is still in force. The price control efforts during the 
Second World War period had the effect of deferring the rise in quoted prices on 
many scarce items. It is questionable, however, whether the actual prices paid 
in a very large number of cases in the black market were very much below what the 
general price level would have been had we had no controls. As soon as controls 
were removed, quoted prices started an upward surge until supply and demand on 
these items were again in balance. 








In the housing field it was necessary to allow new construction to proceed with 
permissible rents very much higher than the level at which existing properties 
had been frozen. Realistic policy dictated this concession, as without it no new 
building for rent would have been done. 


Even though the war in Korea is over shortly, many administrators in various 
departments in Washington are still of the opinion that price and wage controls must 
be instituted if a runaway inflation is to be prevented. Again I insist that price and 
wage controls can never prevent an inflation if there is an excess of money and credit 
in relation to the supply of goods. At the time of the great monetary inflation 
in France in the early 1700’s, prices were rising rapidly because of the increase 
in currency. The almost absolute power of the King was used in an effort to stop the 
rise. As paper money fell in price, an attempt was made, of course, to convert it 

| into gold and silver. This resulted in the confiscation of all gold and silver by the 
| State. Persons of means then attempted to convert the falling currency into jewelry, 
| diamonds, pearls and other precious stones. The State countered by making it 
| illegal to wear this type of jewelry and the persons attempting to conserve their 
| wealth smuggled these possessions out of France. During this inflation the popula- 
| tion of France was faced with the dilemma of their savings decreasing in purchasing 
power, with no alternate use to which the savings could be put other than the purchase 
of commodities which were already highly inflated in price, or real estate, which 
| had increased by this time to four times its value of a few years earlier. In this in- 
flation as in all inflations regardless of the severity of decrees, the most that the 
government could do through price control legislation was to retard for a short time 
the inevitable reactions of supply and demand. 





[ will grant that if price controls and wage freezes are to be used, a complete 
over-all freeze is better than a piecemeal one, but neither will prevent inflation. 
it seems to me that regardless of the direction of prices during the next few years, 
the effect of the Korean War will be to cause the price and wage level to rise by an 





*“As I See It The Government Can Delay But Cannot Prevent Price Rises, March 13, 
1941. 
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appreciable amount and that this result can be prevented only by means which will 
take from consumers their excess purchasing power. It is my opinion that politicians 
will not have the courage to cut nonessential government expenditures deeply enough 
and to tax individuals heavily enough to prevent a bioding up of prices and wages. As 
we did in World War II we will, therefore, decry inflation and follow the path which 
makes it inevitable. We will vilify the merchant who raises prices and the union 
leader who insists on higher wages. We will try to control prices and wages by 
legislation and intimidation at the very time that we are following the economic 
path which leads to increases. When price controls eventually end, all prices and 
wages will adjust themselves to economic conditions as they exist then. 


While I have some doubt on price levels in the United States during che next few 
years, I would be willing to risk anything I possess on the fact that the general 
price level in the later fifties and the early sixties will be very much higher than 
the price levels we now have. It seems to me that this will apply to many types of 
real estate providing that the property involved is a well-located income property 
free of rent controls at the time. In the past we have not had Federal re1.t controls 
on commercial properties. The rent control administrator, however, is asking at 
the present time that he be given the power to put commercial properties under rent 
control. He is also asking for the right to recontrol res‘dential rents in decontrolied 
areas and to abolish the local option clause for the release of areas from rent con- 
trol, and that price ceilings be put on real estate sales. All of the history of the 
past would indicate that these efforts will not solve the fundamental cause of rising 
rents, prices and wages. The probable result will be to delay the period in which 
supply and demand will become adjusted to each other in a balanced market. 














